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A SHORT CUT TO §S 


I* THE introduction to his book, The Road to Serfdom, 
F, Ar Hayek says that what he has written under this 
challenging title is “the product of an experience as near 
as possible to twice living through the same period—or at 
least twice watching a very similar evolution of ideas.” This 
experience came from having first lived for many years in 
Austria where he was in close touch with German intel- 
lectual life, and then for a period in England and the 
United States. It is his observation of the trend of ideas 
here and in England that gives him so acute a sensation of 
living twice through the same happenings. 

Hayek finds more then a superficial similarity between 
the trend of thought in Germany during and after the last 
war and the present current of ideas in the democracies. 
He says; 


There exists now in these countries (i.e. England 
and the United States) certainly the same deter- 
mination that the organization of the nation 
which has been achieved for purposes of defense 
shall be retained for the purposes of creation. 
There is the same contempt for nineteenth century 
liberalism, the same spurious ‘“‘realism’”’ and even 
cynicism, the same fatalistic acceptance of “inev- 
itable trends.”” And at least nine out of every ten 
of the lessons which our most vociferous reformers 
are so anxious we should learn from this war are 
precisely the lessons which the Germans did learn 
from the last war and which have done so much 
to produce the Nazi system (pp. 2, 3). 


The author states that during his ‘ife in England and the 
United States he has become increasingly convinced that at 
least some of the forces which destroyed freedom in Ger- 
many are also at work in these countries and that the 
character and the source of this danger are, if possible, even 
less understood than they were in Germany. 


PF, A. Hayek, The Road to Serfdom, Chicago, 1944, 
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The poison wich Bas confaminated modern thinking, 
according to Haywpigeis 4H kind of planning now advocated, 
planning which leads inevitably to collectivism. He points 
out that planning, in the sense of a rational approach to 
individual or national problems, is deservedly popular and 
in this sense it is only a question of difference between 
wise and foolish planning. The purpose, in any case, would 
be to design the most rational framework within which the 
various activities would be conducted by different persons 
according to their individual plans (p. 35). But this is not 
sufficient for the modern planners. 


What our planners demand is a central direction 
of all economic activity according to a single 
plan, laying down how the resources of society 
should be “consciously directed” to serve par- 
ticular ends in a definite way. 


The most recent evidence in confirmation of Hayek’s 
thesis is to be found, as to England, in the latest book by 
Sir William Beveridge,? and as to the United States in a bill 
introduced in the Senate by Senator James E. Murray, to 
be known, if passed, as the Full Employment Act of 1945." 
The Murray Bill reflects so faithfully both the philosophy 
and the detailed program of the Beveridge plan as to sug- 
gest either the availability, to its authors, of the Beveridge 
book, or the triumph of thought transference among like- 
minded planners. The Murray Bill should be marked 
“Made in England”; and if Hayek is right, both the Beve- 
ridge plan and its American offspring should be marked 
“Made in Germany.” 

The title of the Beveridge book begs the main question 
in implying that full employment is to be attained by the 
program proposed while still retaining the essentials of a 
free society. Hayek says (p. 95) that most planners promise 
freedom but are unable to fulfill the promise. The need to 
2 William x i. Full —— in @ Free Society, American 
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accomplish the purpose of the planning requires that all 
inclinations, preferences and purposes of individuals which 
do not further the planned objective be curbed or forbidden. 
Hence, however desirable it may be that there be abundant 
opportunity for employment, its realization by the planners’ 
route involves loss of freedom. Planning according to 
Hayek: 


. . « leads to dictatorship because dictatorship is 
the most effective instrument of coercion and the 
enforcement of ideals and, as such, essential if 
central planning on a large scale is to be possible. 
The clash between planning and democracy arises 
simply from the fact that the latter is an obstacle 
to the suppression of freedom which the direction 
of economic activity requires (p. 70). 


Both the Beveridge book and the Murray Bill set one 
single planned objective as the forefront of public policy. 
This objective is full employment, a situation described by 
Beveridge as one in which there are more vacant jobs than 
unemployed workers (p. 18). Before proceeding with con- 
sideration of the Beveridge plan in some detail it would be 
well to see what Hayek says about this or any other kind of 
single track planning. His words are: 


. . individual freedom cannot be reconciled with 
the supremacy of one single purpose to which the 
whole society must be entirely and permanently 
subordinated. The only exception to the rule that 
a free society must not be subjected to a single 
purpose is war and other temporary disasters 
when subordination of almost everything to the 
immediate and pressing need is the price at which 
we preserve our freedom in the long run. This 
explains also why so many of the fashionable 
phrases about doing for the purposes of peace 
what we have learned to do for the purposes of 
war are so very misleading: it is sensible tem- 
porarily to sacrifice freedom in order to make it 
more secure in the future; but the same cannot be 
said for a system proposed as a permanent 
arrangement. 

That no single purpose must be allowed in peace 
to have absolute preference over all others applies 
even to the one aim which everybody now agrees 
comes in the front rank: the conquest of unem- 
ployment. There can be no doubt that this must 
be the goal of our greatest endeavor; even so, 
it does not mean that such an aim should be 
allowed to dominate us to the exclusion of every- 
thing else, that, as the glib phrase runs, it must 
be accomplished “at any price.” It is, in fact, in 
this field that the fascination of vague but popu- 
lar phrases like ‘‘full employment” may well lead 





to extremely shortsighted measures, and where 
the categorical and irresponsible “it must be done 
at all cost’’ of the single-minded idealist is likely 
to do the greatest harm (p. 206). 

The drastic conclusion to which Beveridge comes, and 
which demonstratés his rigid singleness of purpose, is well 
set out in the following: 

On the view taken in this Report, full employ- 
ment is in fact attainable while leaving the con- 
duct of industry in the main to private enterprise, 
and the proposals made in the Report are based 
on this view. But if, contrary to this view, it 
should be shown by experience or by argument 
that abolition of private property in the means of 
production was necessary for full employment, 
this abolition would have to be undertaken 
(p. 23). 

Of the greatest importance is the statement that private 
property is to be abandoned if a convincing argument to 
that effect is presented. It will not be necessary to provide 
a demonstration out of experience. Karl Marx has already 
provided the argument, and Beveridge, in order to achieve 
the goal of full employment, is evidently willing to support, 
if necessary, the followers of Marx who have long been 
asking, “What are we waiting for?” It hardly seems neces- 
sary to ask what would become of the free society in the 
event that private property were to be abolished. Hayek 
says: 

It is now often said that democracy will not toler- 
ate “capitalism.” If ‘‘capitalism’” means here a 
competitive system based on free disposal over 
private property, it is far more important to realize 
that only within this system is democracy possible. 
When it becomes dominated by a collectivist 
creed, democracy will inevitably destroy itself 
(pp. 69, 70). 

The Beveridge plan for full employment involves three 
major lines of planned control. These are: (1) adequate 
total outlay; (2) controlled location of industry; and (3) 
organized mobility of labor. All of these conditions must 
be fulfilled to attain the objective of having at all times 
more vacant jobs than unemployed persons. 

Adequate total outlay. This term is defined as being the 
outlay of individuals on consumption and investment plus 
public outlay as needed to balance employment (p. 134). 
Outlay is used to cover both consumption and investment 
spending. Beveridge prefers the term ‘‘outlay’’ because it 
suggests design rather than a mere getting rid of money. In 
view of what the author has said elsewhere it would appear 
that the public outlay should be somewhat more than 
would be required to balance employment, in order to 
create that excess of vacant jobs over unemployed persons 
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which is set down as the test of a true full employment 
policy. 

Hayek has warned us that planning means loss of indi- 
vidual discretion, both as to production and consumption. 
Beveridge confirms this in his comments about the meaning 
of total outlay. For example, he does not trust mere pump- 
priming expenditures, or even the increase of social security 
payments. He says, quite frankly, that the citizen’s outlay 
might not be wisely directed (p. 185). Some misguided 
persons might prefer to buy foreign goods, which would 
help unemployment conditions abroad but not in Britain. 
It would also create a problem of paying for the imports. 
Others might prefer luxuries to necessaries. The concept of 
a free market and of personal freedom of choice in that 
market are discarded in these words: 

Allowing more purchasing power to remain in the 
hands of the public will certainly increase the 
demand for a great variety of goods and services ; 
but there is no certainty or probability that this 
additional demand will exert itself just in those 
directions in which unemployment is to be found. 
. . . The outlay which is designed to produce full 
employment cannot be indiscriminate outlay; it 
must be directed to those industries and localities 
where idle labour and idle capacity can be brought 
together; it must be designed to correct the in- 
stability of investment (p. 185). 


The State cannot escape ultimate responsibility for 
the general direction of outlay by reference to 
social priorities, however much it may be guided 
in its direction by the preferences expressed by 
citizens, in buying as well as in voting (p. 187). 
Here is virtually a declaration, without qualification, for 
the Russian system. The State cannot escape responsibility 
for determining what things are to be produced, the things 
in the production of which full employment, as defined, is 
most likely to be secured. It must do this by controlling 
production according to some scale of pre-determined social 
priorities, always retaining a veto power over the prefer- 
ences of the people, whether expressed by their willingness 
to buy or by their votes. In a free market economy, Beve- 
tidge says, consumers can buy only what is offered to them, 
and that which is offered is not necessarily that which is 
of most advantage to them. Under the Beveridge planned 
economy, as in the Russian planned economy, consumers 
will take what the planners decide to be good for them, 
and like it. The objective of policy is not simply outlay, but 
wise Outlay, and the people’s preferences are not deemed 
necessarily to indicate wisdom. 
With regard to the preferences expressed by popular 
vote it is said (pp. 21, 22), that the governing authority 
is liable to be changed at short intervals by peaceful 





methods of political organization and voting. “There must 
be reasonable continuity of economic policy in spite of such 
changes in government.” 

In other words, the people should not be allowed to 
throw out the Beveridge plan by popular vote, once it is 
installed. Just how there can be any vestige of a free society 
left when the state can disregard, in its planning, the 
preferences which the people express in the market and at 
the polls is not made clear by the author, nor can it be 
made clear by any one. 

Adequate outlay is to be assured under the Beveridge 
plan, by a new type of budget, which will include estimates 
of private consumption and investment, trade balances, and 
expenditures from taxes. If these add up to less than the 
total indicated as required for full employment, the state 
must fill the gap. The Murray Bill contains substantially 
identical provisions. 

As would be expected, the Beveridge program involves 
new tules of national finance. This is equally true of the 
Murray Bill, but the people of the United States have not, 
thus far, been as fully advised on this subject as are the 
people of Great Britain now that the Beveridge book is 
published. However, the advocates of compensatory spend- 
ing in this country have not left us wholly in the dark as to 
what is involved. 

Instead of the old rule of government finance, which 
advised keeping down the public expenditures and balanc- 
ing the budget, the new rules, invented for the purpose in 
hand, are: 

1. Total outlay must always be sufficient for full em- 

ployment. 

2. Subject to (1), outlay should be directed by regard 

to social priorities. 

3. Subject to (1) and (2), it is better to tax than to 

borrow. 

The first rule is a ‘‘must,”’ a categorical imperative, tak- 
ing precedence over all other rules. In its support the fol- 
lowing is said: 

It is better to employ people on digging holes and 
filling them up again than not to employ them at 
all; those who are taken into useless employment 
will, by what they earn and spend, give useful 
employment to others. It is better to employ 
people, however the money for paying their wages 
is obtained, than not to employ them at all; 
enforced idleness is a waste of real resources and 
a waste of lives, which can never be made good, 
and which cannot be defended on any financial 
ground (p. 147). 

The second rule points the way to the method by which 
this kind of planning is supposed to achieve the good life. 
The ultimate objective is not really employment, but wel- 
fare, which embraces raising the material standard of living 
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and making opportunities for wider spiritual life. “For 
these purposes the wise direction of outlay and so of em- 
ployment, in the general interest of the community, is only 
less important than adequacy of outlay as a whole.” 
(p. 147.) 
Again Hayek’s comment is pertinent: 
The passion for the “collective satisfaction of our 
needs,”’ with which our socialists have so well pre- 
pared the way for totalitarianism, and which 
wants us to take our pleasures as well as our 
necessities at the appointed time and in the pre- 
scribed form, is, of course, partly intended as a 
means of political education. But it is also the 
result of the exigencies of planning, which con- 
sists essentially in depriving us of choice, in order 
to give us whatever fits best into the plan and 
that at.a time determined by the plan (p. 100). 


The third new fiscal rule stated above, namely, that 
other things being equal, it is better to tax than to borrow, 
is said to be of an altogether minor importance (p. 147). 
An internal debt is not a burden, and its growth cannot 
reduce the total wealth of the community (p. 148). The 
only reason of importance for favoring taxation is that the 
resort to loans permits government for the time being to 
avoid taxation and the political unpopularity incident there- 
to. “In other words, it increases the opportunities of general 
political bribery.” (p. 149.) Beveridge is apparently not 
wholly above resort to such bribery, for he would determine 
the amount of taxation by reference to social policy rather 
than to revenue needs. 


Taxation in future should be looked on as a 
means of reducing private expenditure on con- 
sumption and thereby freeing real resources for 
other uses. There may be situations when the 
State should raise considerably more money in 
taxation than is needed to cover its current ex- 
penditure, not, however, for the traditional reason 
of reducing the national debt, but for the eco- 
nomic reason of securing real resources for pur- 
poses of high social priority. There may be other 
situations when there are no investments or other 
projects of high social priority, and when taxes 
should be reduced, so as to allow more of the 
national resources to be devoted to purposes of 
current private consumption (p. 149). 


Full reliance is placed upon the results obtained by an 
assistant, Nicholas Kaldor, regarding the innocuous effects 
of further debt increase. By assuming that there would 
result, under the Beveridge controlled economy, the same 
net rate of productive increase as had occurred in Great 
Britain in the period 1900-1938, it is calculated that as 
much as £775 million can be borrowed annually from 


1948 to 1970 without involving an increase of taxes for 
debt service. Out of the steady, and presumably assured in- 
crease in national income resulting from a full employ- 
ment policy supported, if necessary, by the above amount 
of additional borrowing, the level of tax rates of 1948, 
maintained uniformly over the period to 1970 would auto- 
matically produce enough to service the cumulative debt, 
although by 1970 this cumulative new total would be 
£17,050 million. 


Hayek describes the change which he has witnessed, and 
which the Beveridge plan so aptly illustrates, as an entire 
abandonment of the individualist tradition which has 
created Western civilization (p. 20). The planners assume, 
evidently, that all of the forces and influences which have 
produced this civilization and its high level of productivity 
will continue to function as effectively as before, notwith- 
standing that the plan involves the entire abandonment of 
everything from which these forces and influences stemmed 
and from which their dynamic power was derived. 


Even from the foregoing brief outline of the Beveridge 
plan it can be seen that there can be no free market, no free 
consumer choice, no free field of investment according to 
individual judgment as to the best opportunity for success 
in the form of profit. That there will be no vigorous growth 
of private enterprise under such a system is not open to 
question. The state will steadily expand its operations to 
fill a steadily widening gap in the so-called national budget, 
which thus becomes, in bitter truth, a short cut to serfdom. 
Hayek observes (p. 99) that most economists with socialist 
leanings who have seriously studied the problems of central 
planning ‘are now content to hope that a planned society 
will equal the efficiency of a competitive system; they advo- 
cate planning no longer because of its superior productivity 
but because it will enable us to secure a more just and 
equitable distribution of wealth.” 

But the prospect of equal productivity is only a hope, 
not a positive prediction. Beveridge does not hesitate, how- 
ever, to accept a definite forecast. 


Controlled location of industry. Discussion of this topic 
by Beveridge is brief, and involves chiefly comments on an 
earlier report of a Royal Commission on the Distribution 
of the Industrial Population. The gist of the matter is that 
the control of location is to be exercised both positively 
and negatively. That is, no more industrial plants are to be 
permitted in certain designated congested areas. This is the 
negative control. The positive control would mean telling 
the industrialist where his plant must be located, It is 
implied that the main consideration is to be the consumers, 
since the end purpose of production is to provide goods for 
consumers. However it is managed, considerations of cost 
of production are not likely to receive much, if any, atten- 
tion. 
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Organized mobility of labor. Some of the criticisms 
directed at the existing British procedures for placing 
workers in employment are no doubt just. Beveridge de- 
clines to express an opinion on the proposition sometimes 
advanced, that all British employers be required to utilize 
the employment exchanges as the workers are now required 
to do. Young persons must be guided into occupations 
fitting their capacities. This control of juveniles is said to 
be the simple, painless way of adjusting the total supply 
of labor in each industry to changes in demand (p. 171). 

Fluidity of labor requires also removal of obstacles to 
movement, such as the unwillingness of the individual to 
change his job or place of residence, and the restrictions on 
entry to particular trades. As to the first of these restrictions, 
the following passage is significant: 


But it should be accepted as a general citizen duty 
that if there is a demand for labour at fair wages, 
men who are unemployed for any substantial 
period should be prepared to take that work and 
not to hold out indefinitely for work in their own 
trade and place; service means doing what is 
wanted, not just pleasing oneself (p. 173). 


It is worth noting that Marx and Engels, in The Com- 
munist Manifesto (1847) proposed “The equal liability 
of all to labor. Establishment of industrial armies, especially 
for agriculture.” In other words, there is to be universal 
and compulsory labor service, and men shall work, not at 
what their training and preference indicate, but at the 
job and in the place selected by the planners. Now, a 
hundred years after the Communist Manifesto was pub-- 
lished, Sir William Beveridge proposes, in effect, as one 
means of ending unemployment, the establishment of an 
industrial army, to go where it is sent and to do what it 
is told. 

Beveridge suggests that the appropriate enforcement 
measure would be a stiffening of the conditions for unem- 
ployment benefit in the event that unemployed persons 
persist in their demand to work at their regular trade or not 
at all, and to work in their home community or not at all. 


The comments on the restrictions into particular trades 
will please all who have been annoyed by the featherbed 
tules, the union limitations upon membership, and the 
endless jurisdictional quarrels arising out of overlapping 
labor organization. The prospect of ending some of these 
entirely proper co.iplaints under a system of labor regi- 
mentation would be altogether too high a price to pay 
for the Beveridge system. It will be recalled that labor diffi- 
culties of every description were eliminated by all of the 
dictators at an early stage. Beveridge approaches the prob- 
lem by rationalizing his own promises. Insofar as the 
troublesome restrictions were the product of a fear of un- 
employment, the promises which he makes regarding the 
ending of this condition should, he thinks, make the labor 





unions more amenable to reconsideration of the restrictive 
rules that have been developed. 

But collective bargaining is to be brought under control, 
lest the seller's market for labor which the plan involves 
lead to drives for wage increases which would contribute, 
in turn, to inflation of prices, All collective bargains should 
contain a clause providing for arbitration in the absence 
of agreement between the parties. 


The correlative to acceptance by trade unions of 
an arbitration clause in all collective bargains 
would be acceptance by all employers in important 
industries of standardized accounting practice and 
their readiness to put all facts as to profits, costs 
and margins unreservedly at the disposal of the 
arbitrator and an expert staff for criticism 
(p. 201). 

Space does not permit comment on other aspects of 
Beveridge’s short cut to Utopia. He thinks that the govern- 
ment should own the Bank of England, through which all 
other banks can be controlled without owning them. He 
Proposes a national investment board to supervise the char- 
acter of all private investment. He believes there should be 
a considerable expansion of the publicly-owned sector of 
the economy. As to international trade, he visualizes multi- 
lateral trading only among those nations which pursue his 
program for full employment or its equivalent. 


Only when nations can look upon international 
trade as a means of mutual advantage, and not 
as a means of exporting unemployment, is their 
co-operation likely to be fruitful and stable, and 
free from fear (p. 219). 


The medieval serf had a tough time of it. Legally, he 
was bound to the land. He owed the lord of the manor a 
certain amount of labor; he could not leave the manor 
without the lord’s consent; he was obliged to render mili- 
tary service when called upon; he was not free to make a 
contract, and of course he had no vote. He was subject to 
many charges and exactions, all rooted in custom and tra- 
dition. 

But these same customs and traditions of the manor 
afforded him a certain protection against the worst abuses 
of overbearing manorial lords. According to custom, a serf 
who rar -way to a city and escaped capture for a year and 
a da, was thenceforth a free man. 

The modern serfdom toward which we seem to be 
headed, but at which we need not arrive if only we have 
the backbone and the gumption to recognize and deal with 
the totalitarian planners for what they are—little men riding 
the collectivist wave to power far greater than should be 
given to them or to any men—is not illumined by even 
such fitful gleams of light and hope as made the lot of 
the medieval serf bearable. 
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Under the modern collectivist state, the serfs become 
slaves. There are no customs and traditions to soften their 
lot. Even the cities, which were the medieval strongholds 
of freedom, » vuld no longer provide a refuye for they are 
ruled today by bosses whose political power depends on 
support of the planners while they are, in turn, supported 
by them. 

American and English industrialists who are now sup- 
porting the planners should ponder the story of Thyssen; 
the farmers and labor leaders who are living higb on public 
bounty and favor should consider the plight of farmers and 
workers in the dictator countries after the dictators took 
over; American and English intellectuals should remember 
the German universities. 

It can’t happen here! Twenty-five years ago no one here 
or in Europe had the slightest notion of what could happen 
there in so short a time. Hayek’s sober words of warning 
tell us that there appears to be a time lag of about a quarter- 
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century, in the movement of ideas, between the dictator- 
ships and the democracies. Ideas precede, and become the 
prelude to deeds. If we are now living by the ideas which 
others held twenty-five years ago, and which led elsewhere 
to dictatorship, we are traveling toward the final dismal 
end which the people under the European dictatorships 
have already reached. We do not now see the full measure 
of the restriction upon our freedom which is involved, nor 
did the people of Germany see it when they first entered 
on the road that was to lead to national socialism. The road 
was the planned economy. It was lined at first with the false 
promises of prosperity and security and freedom. At its end 
was neither prosperity nor security nor freedom. It was only 
a short cut to serfdom. 


Har Ley L. Lutz 
Professor of Public Finance 
Princeton University 


























